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= 
KEY ECONOMIC INDICATORS: SAUDI ARABIA 


All values in million U.S. $ Exchange rate as of 2/1/75 
unless otherwise stated U.S. $1 = 3.54 SR 


3 
Rate of 


ITEM 1973 1974 1975 Growth 
EXPENDITURE ON GROSS DOMESTIC PRODUCT 


Public Consumption 1,704.9 2,606.8 
Private Consumption 2,421.9 3,631.6 
Gross Capital Formation 1,798.0 3,008.2 
Total GDP (Current 

Prices) 17,994.7 32,727.4 


Non-0il GDP 3,695.4 5,301.8 
as % of Tota] GDP ak -16 
Per Capita GDP 
(thousands of dollars) es 5.8 


5S SE & SES 


MISCELLANEOUS 


Crude Oil Production 

(million barrels) 2,773 3,036 2,494 
Oil Revenue 4,330 22,870 27,590 
Government Expenditures 

(Budgeted) 4,728 16,600 30,380 
Estimated Actual 

Government 

Expenditures 3,559.1 10,526 18,228 
Money Supply (7/75) 2,299.2° 1,090.6 2,302 
Demand Deposits (7/75) 599.3 1,505.8 
Interest Rates (2/76) 7-8 .5% 8+7, 


BALANCE OF PAYMENTS AND TRADE 


Exports 8,793 36,300 
Imports 1,804 NA 
U.S. Share 31% 
Balance of Trade (+/-) +3,460 
Private Investment 
Abroad 
Total Surplus 
Official 


lembassy projection based on incomplete, preliminary data. 
Based on unofficial population estimates. 

3Rates of growth are 12-month rates where 1975 data are 
incomplete; rates calculated in Saudi Riyals before con- 
verting to dollar figures given. 


Sources: Saudi Arabian Monetary Agency; Central Department 
of Statistics; OECD. 
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SUMMA RY 


Oil revenue continues to accrue in staggering amounts, 
but the Saudi economy is experiencing serious growth 
pains, Increasing affluence on the part of many Saudis, 
and ambitious development efforts by the Kingdom add up 
to a very rapid increase in total demand. Foreign 
businessmen and skilled technicians, as well as skilled 
and unskilled foreign laborers, are also arriving in 
country at increasing rates, thus giving a strong boost 
to the rise in total private demand. The sudden increase 
in demand is proving more than existing infrastructure 
can handle in the short run. Port capacity in particular 
is proving inadequate, and is probably the single most 
important cause of inflation, as well as the most serious 
bottleneck slowing development efforts. 


The very problems which beset the Saudis are indicative 
of the rapid growth taking place. Opportunities for US 
businessmen are many and varied. Best prospects are the 
large scale petrochemical and other energy-related invest- 
ments to be made by the government. Industrial goods and 
capital equipment will be in increasing demand, as will 
opportunities for contractors. Opportunities for US 
exporters of durable and non-durable consumer goods are 
fewer, because of the limited size of the Saudi population, 
but a surprisingly affluent and demanding market exists. 
US businessmen will also find that US goods and services 
are in high repute here, giving them a sizable advantage 
over their Japanese and European competitors. 


Doing business in Saudi Arabia is not easy. Persistence, 
patience and tact are indispensible. Possible disagreements 
between the US and Saudi Arabia on application of the Arab 
boycott of Israel may also cause difficulties. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The strengths of the Saudi economy and its prospects for 
the future have been more than adequately covered in the 
world press. Suffice it to say here that the Kingdom en- 
joys political stability to a significant degree, welcomes 
and encourages private enterprise and enjoys financial 
resources which are virtually unlimited when compared to 
the size of the non-oil economy. Although crude oil 
production in 1975 was well below 1974 (around 2.5 billion 
barrels versus 3 billion in 1974), oil revenue grew by 
over 21 percent as a result of price increases and payment 
of revenues which had accrued in 1974. Saudi Arabia will 
continue to be the world's leading oil exporter for a 
number of years. Proved reserves exceed 170 billion barrels 
(one-fourth of proved world reserves), and more barrels of 
oil reserves are proved each year than are produced. If 
OPEC is able to maintain the price line for crude oil 


without requiring further cutbacks in production, Saudi 
revenue in 1976 and 1977 should hold steady, and may 
increase as economic recovery proceeds in the West. 


Unfortunately, the euphoria created by seemingly endless 
wealth has tended to obscure some of the harsher economic 
realities which face economic development in this (and 
any developing) nation. As the Saudis are rapidly learning, 
money is simply not a sufficient guarantee of rapid 
development. Oil so clearly dominates the economy that 

it accounted for 84 percent of the Gross Domestic Product 
in 1974 and for over 99 percent of all exports in nominal 
terms. Non-petroleum-related manufacturing accounted for 
only two percent of GDP. This is an extremely small base 
upon which to invest $142 billion between 1975 and 1980 
(as promised in the Five-Year Development Plan). It is 
not surprising that existing infrastructure is now being 
taxed far beyond capacity, or that the larger cities of 
the Kingdom experience shortages and high prices reminis- 
cent of oil and gold boom towns of old. Housing and hotel 
space are at a premium, and land prices and rents are 
skyrocketing. The electricity, water distribution, waste 





collection and communications networks are overtaxed and 
cannot be expanded rapidly enough in the short run to 
keep up with demand. A flood of car imports (largely 
Japanese) threatens to bring traffic in Riyadh and Jidda 
to a standstill. Most critical of all, port capacity 

is inadequate to meet the upsurge in import orders. (As 
an example of the increase, in the Hijri year ending in 
July 1974 cement imports were almost 270 percent higher 
than those in the preceding year.) Ships are now expe- 
riencing delays of more than 90 days in Jidda and shipping 
surcharges have been boosted to 85 percent by most 
shipping conferences. 


The Saudi Government is attempting to bring all of its 
forces to bear on this problem, but at this stage quick 
fix solutions can bring only partial relief. If port 
capacity is not expanded at the most rapid possible pace, 
the Five-Year Plan will be in serious jeopardy. 


Almost as serious as limited port capacity is the manpower 
shortage facing the Kingdom. Although new visa procedures 
have facilitated the inflow of foreign labor, the recruit- 
ment process is by its very nature slow (even in modern 
economies such as West Germany's). Moreover, although 
unskilled labor can be recruited fairly readily abroad, 

it is more difficult to find the semi-skilled and skilled 
workers so necessary to a modernizing economy. The most 
serious shortage of all is the lack of professional 
managerial personnel. This shortage is particularly acute 
within the Saudi Government itself where, despite the best 
of intentions, bureaucratic delays and snafus continue to 
hold up needed projects in both public and private sectors. 
At the same time there is a natural reluctance to import 
foreigners to carry out governmental functions. 


Despite these handicaps, the Saudi economy is developing 
very rapidly, in fact many of the problems cited are directly 
attributable to rapid development. The bulk of Saudi 
investment will be in large, semi-public joint ventures in 
the petrochemical-related fields, and in certain industries 





characterized by high energy and capital costs (areas in 
which the Saudis have a "comparative" advantage). 
Industrial complexes in Jubayl (near the oil producing 
areas on the East coast) and Yenbo (on the Red Sea) are 
planned to include as many as five petrochemical complexes 
two to three export refineries, several fertilizer plants, 
an aluminum plant and possibly a 3.5 million ton per annum 
steel plant. Pipe lines (gas and crude) will be constructed 
to connect the Yenbo site with East coast feedstocks. A 
good portion of the necessary feedstocks and the energy to 
run the complexes will be produced by a massive gas 
gathering project which will harness natural gas now flared 
at well-heads. Total investment in these projects (including 
infrastructure and private participation) will exceed $50 
billion. Private sector participation in the projects will 
be restricted to the foreign partners involved in the 
various joint ventures, but the Government plans eventually 
to sell off its share in each project to private Saudi 
citizens. The Government will also spend massive sums in 
the next five years on urban development (planned expenditures 
$15 billion); water and desalination ($10 billion); health 
care ($7 billion); and electricity ($5 billion). Large sums 
will also be invested in a variety of low-cost housin 
rograms and subsidies. In the fiscal year ending June 
ro7e the Saudis have allocated a total of $21 billion to 
such development projects. 


Private investment is also rising rapidly, although not 
necessarily at rates or in the direction that economic 
planners might wish. To date, much of the investment is 
channeled into the traditional areas of commerce, trade, 
and residential and commercial construction. In the Hijri 
year ending in July 1974, 55 percent of all bank credit 
went into these endeavors, while only 7 percent went into 
industry and manufacturing. A high percentage of capital 
which would otherwise have been available for productive 
investment has gone into land speculation. 





These factors, and the problems listed above, have delayed 
many promising investments or joint ventures in the indus- 
trial sectors. In many cases holders of licenses to build 
factories or plants have simply not begun construction. 
Nevertheless, a small, but increasingly affluent market is 
present here, and the amount of investible money, as 

well as cheap public sources of finance, leaves no doubt 
that private industry will prosper on a small scale. Value 
added in the private consumption sector was probably under 
$5 billion in 1974, but is rising by as much as 50 percent 
per year in nominal terms. 


Most of private demand, both for capital formation and 
private consumption, is met by imports. In fact, imports 

in the GDP accounts exceeded private consumption by 30 
percent. The rapid influx of foreigners with higher-than 
average living standards, and the rapid increase in local 
wages, adds a very strong impulse to private consumer 
demand, but it is unlikely that imports can continue to 
double annually as they have for the past three years. When 
the large industrial projects are underway, and assuming 
port construction relieves past congestion we should see 
another massive upward surge in imports, both real and 
nominal. Even at past rates of increase, imports and 
government expenditure cannot account for total Saudi revenue. 
The result can only be continued balance of trade surpluses 
and expanded Saudi investment abroad. 


The rate of inflation in the Kingdom, although certainly 
very high, defies any attempt at indexation. On the one 
hand prices of gasoline and electricity have been cut. On 
the other, prices of items such as land or residential 
housing have risen by as much as 500 percent in the present 
calendar year. The rate of inflation is certainly unlikely 
to be lower in the coming year, as port congestion will 
seriously limit prospects that supply can expand fast 
enough to meet the rapidly rising demand. 


IMPLICATIONS FOR THE UNITED STATES 


The political stability of Saudi Arabia and its basic policy 
stance in favor of the West and free enterprise make it an 





attractive area for U.S. investment and a promising market 
for export of U.S. goods and services. The primary oppor- 
tunity for U.S. firms in the next two to five years is in 

the major projects area via joint ventures with Saudi 
Government entities. Mobil, Dow, Grace and a variety of 
other major U.S. firms are well on the way toward negotiating 
joint ventures in the industrial projects to be located in 
Jubayl and Yenbo. Many other U.S. firms stand to profit 
greatly by way of subcontracting on these and on projects 
undertaken by third country firms. Kellog already has the 
contract to build the Mobil/Petromin lube oil plant near 
Jidda, and Fluor will undertake a massive East coast gas 
gathering project for Aramco. Equally large prospects are 
offered by the various public infrastructure projects listed 
above. The U.S. Corps of Engineers alone will manage projects 
totalling more than 816 billion over the next five years, and 
will expand that sum when it begins to work for the Saudi 
Ministry of Public Works. Bechtel is designing a huge new 
airport for Riyadh which was estimated to cost almost $2 
billion in 1975. 


U.S. consultants, especially those specializing in contract 
development and management will find a number of attractive 
projects in Saudi Arabia. In fact, the shortage of professional 
management personnel might make successful operation in this 
field critical for Saudi development. U.S. investors who 
carefully survey the market and existing problems are also 
finding profitable areas in which to begin joint ventures 
with private Saudis. Anaconda and Standard Oil of California, 
for example, are well on the way toward an investment in 
copper wire production and Foremost McKesson is working on a 
promising dairy venture. Labor-intensive projects should be 
avoided whenever possible. 


At this time U.S. exports enjoy a very favorable position 
in the Saudi market due to the reputation for excellence 
which U.S. products enjoy. Thirty-one percent of Saudi 
imports in 1974 originated directly from the U.S. and 
another 10 percent of the total may have been transhipped 





through Beirut. Best prospects are in those areas related 

to major projects. Capital equipment, construction machinery 
--all of those products associated with industrial con- 
struction--offer opportunities far larger than the size of 
the population or the non-oil economy might otherwise 
indicate. Products associated with the various public 
projects will also be in high demand. Examples are: housing 
appliances and fixtures; finishing materials; hospital 
equipment and supplies; street lighting; materials handling 
equipment; boilers and turbines and a whole range of communi- 
cations and power transmission products. 


Consumer durables will be in increasing demand as the level 
of affluence increases. Nevertheless, by American standards, 
the total size of both durable and non-durable markets will 
remain small in an absolute sense. The total population was 
probably no more than 6 million in 1975 including foreign 


workers. 


Catalogs and company literature will not sell the product 
here as in the United States or Europe. Neither will a 
single visit of three days. This market is best sold by 
perseverance. It is wide open, but U.S. firms should expect 
tough competition from European and Japanese companies. 


Relations between Saudi Arabia and the U.S. have been close 
for a number of years. A joint Economic Commission was set 

up in 1974 to provide reimbursable technical assistance and 
facilitate private sector participation in Saudi development 
plans. The Five Year Plan presumes participation by U.S. 
industry and access to U.S. supplies. However, there is a 
cloud on the horizon. Saudi Arabia accepts and supports the 
Arab boycott of Israel. At the same time, U.S. law and policy 
prevent discrimination against a U.S. citizen on grounds such 
as religion or with the secondary nature of the boycott (that 
is, in which a contractor or exporter is required to pledge 
not to do business with a firm which is on the boycott list). 
The potential for disagreement is not insignificant; a concerted 
effort by both sides will be needed to avoid problems which 
might limit U.S. exports to the Kingdom. 
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Telephone Directory of 
Country Marketing Managers 


Commercial and economic information on most trading partners of the United 
States is available from the Bureau of International Commerce, U.S. Depart- 
ment of Commerce. 


The Bureau is organized geographically with a Country Marketing Manager 
responsible for a country or group of countries as listed below. Assistance or 
information about marketing in these countries may be obtained by dialing 
these key people directly: 202-967 plus the given extension. 


Africa Far East 
West and Central Africa 3865 Australia and New 
East and South Africa 4927 Zealand 3646 
Europe East and South Asia 5401 
France and Benelux Japan 2425 
Countries 4504 Southeast Asia 2522 
Germany and Austria 5228 Latin America 


Italy, Greece and Turkey 3944 
Nordic Countries 3848 
Spain, Portugal, Switzer- 
land and Yugoslavia 2795 
United Kingdom and 
Canada 4421 


Special units within the Department of Commerce have been created to deal 


with particular marketing situations: 


Brazil, Argentina, 
Paraguay and Uruguay 5427 
Mexico, Central America 
and Panama 2314 
Remainder of South 
America and Caribbean 
Countries 


Commerce Action Group for the Near East 


North Africa 
Near East 


Bahrain, ltraq, Jordan, Kuwait, 


5737 


Lebanon, Oman, 


Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, Yemen 


Arab Republic 
Iran, Israel, Egypt 


5767 
3752 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 
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